INTERNATIONAL 
Financial News Survey 


Vol. X, No. 13 . 


INTERNATIONAL MONETARY FUND ° 


September 27, 1957 


Annual Meetings of the Fund and the International Bank 
Address by the President of the United States of America, Dwight D. Eisenhower 


It is a great personal privilege to welcome to our 
country and to our capital city the Governors of the 
International Bank, the International Monetary Fund, and 
the International Finance Corporation. We are honored 
by the presence of such a distinguished company in our 
midst. 

As the chief financial officers of your own countries 
and as the governors of great financial institutions, you 
must deal with some of the most vital and perplexing 
problems facing our generation. After a quarter century 
marked by depression and general war, the nations of 
the world are now engaged in a great effort to win for 
their peoples sustained prosperity in peacetime. In all 
our lands there is a surging confidence that steady eco- 
nomic growth can be a reality—that the good things of 
life can be made available in a growing stream to all our 
peoples. 

In recent years, the world has experienced unprece- 
dented economic growth. Investment, productivity, and 
trade have expanded on a scale and at rates not previous- 
ly known. The results are evident all over the globe in 
higher living standards. In our age, for the first time in 
history, dreams of a better material life have become 
everyday hopes among millions who are accustomed to 
poverty. And for the first time in history, the aim of 
fostering higher living standards has become a central 
concern of governments everywhere and of the interna- 
tional community. 

This is an aim we all wish to advance. Our economies 
can help generate an ever better lot for our peoples if we 
are both forward-looking and prudent in our private and 
public policies. The task ahead, it seems to me, is to 
strengthen those policies that. foster healthy economic 
growth. We must have growth that does not endanger 
stability; we must have stability that does not throttle 
growth. 

During your sessions here, you will doubtless be con- 
cerned with this whole range of problems. Disclaiming, 
perhaps needlessly, any idea that I am either a trained 
economist or financial expert, I shall not make the mis- 
take of attempting to counsel you on these technical 
issues; I leave their probing in your competent hands. 
But may I say this? Among the problems on your agenda 
none is currently more pressing than inflation—the tend- 
ency to rising prices. While this tendency is stronger at 


some times than others, and in some places than others, 
it is a world-wide phenomenon today. Particular aspects 
may differ among countries, but thoughtful men every- 
where recognize inflation as a threat to sound economic 
growth. Wise and courageous leaders in every land are 
sounding a call to their fellow citizens to join in the 
defense of their currencies. It is a call that must be 
heeded, for inflation not only destroys the savings, pen- 
sions, and insurance policies of the frugal; its aftermath 
can be a depression which saps the strength and vigor of 
government, of industry, and of people. 

Aside from the many technical phases of inflation, 
there seem to me to be certain common-sense aspects of 
the matter that we must squarely face: First, how many 
of our personal and governmental demands and desires 
can we safely expect our economies to satisfy at one time? 
Inflation may appear to some as the easy way to avoid 
this question. At times the world may try, through finan- 
cial and monetary devices, to obtain more from its eco- 
nomic resources than can be produced, whether for 
current purposes or for capital investment. The history 
of recent times reaffirms that in reality this cannot be 
done. We cannot successfully put a continued overload 
on our resources. Rising prices have confirmed this 
economic axiom. 

Demands on our economies come from both public and 
private sectors. In dealing with inflation, a country’s 
policies must relate to excessive demands from both sec- 
tors. For those of us charged with public responsibilities, 
this means conscientious efforts to limit government de- 
mands on the economy—a difficult task in this day of 
heavy defense outlays. 

To central bankers we must look for conscientious 
efforts to maintain credit policies that are consistent with 
sound economic growth. To fail to do these things is to 
ask the economy to carry more than it can. It will react 
to this pressure through rising prices. If unchecked, this 
leads to reaction and downturn and all the evil conse- 
quences we know so well. It may be well occasionally to 
recall the old story about the dog that jumped off the 
bridge to get the bone he thought he saw in the water 
and thereby lost the bone he was carrying in his mouth. 

Aside from this first question of the impetus to inflation 
from overloading the economy with excessive demands, 
there is a second question: How much do we as individual 
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nations pay ourselves for what we produce? If our 
efficiency in production and the payments which we make 
for productive efforts of all sorts rise in step, there is no 
impetus to rising prices. But if our efficiency does not 
increase, if our productivity does not rise, we as nations 
will tend to fall into the costly error of overpaying our- 
selves for the work we do. Along that road, as so many 


countries are again discovering, lies the spur to further 
inflation. 


We all recognize that sound domestic policies are the 
essential key to the avoidance of inflation. In the devel- 
oping of such policies, the international financial institu- 
tions which are meeting here this week have been playing 
a significant role by giving valuable advice and by extend- 
ing financial assistance to their members. 


The less developed countries of the world are often 


faced with special economic problems. We all recognize 


that basically the impulse for meeting these problems 
and for building up a country’s production must come 
from within. Economic development is a homespun prod- 
uct, the result of a people’s own work and determination. 
It is not a product that can be imported from some other 
country. However, a helping hand from abroad can often 
be of the greatest significance in furthering economic 
development by providing technical or financial assistance. 
In this great effort, the resources and experience of private 
investment should be mobilized to the maximum extent. 
We look to the organizations represented here to give 
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encouragement and assistance to the efforts of their mem- 
ber countries to achieve a better life for their peoples. 

I have mentioned the vital importance of promoting a 
sound economic base for better living for all our peoples. 
I am sure you realize that there is another reason for 
maintaining strong economies. This is the need to be 
certain of our security in this troubled world. Sound 
economies are the backbone of successful defense. They 
are essential not only to the maintenance of our military 
establishments but also to the creation of those conditions 
of well-being which are in a very real sense a primary line 
of defense for the entire free world. 

It is important that we remember that what each of us 
decides in his own country affects the fortunes of the 
rest of us. Each country can render a great service to 
every other country by keeping its own economic house 
in order. The world has shrunk, and our sense of inter- 
dependence is keen. So too must be our sense of coopera- 
tion. That nations choose to act cooperatively through 
these international organizations is ground for confidence 
that your decisions here and at home will be wise and 
sound. 

I commend you for the great accomplishments you and 
your organizations have achieved. I trust your days in 
Washington will be most pleasant and productive of 
increased understanding and cooperation in the years 
ahead. Your labors can hasten that day when all men 
can live and work in what we may describe as a neigh- 


borhood of the nations. September 23, 1957 


Address by the Honorable Miguel Cuaderno, Sr., Chairman of the Boards of Governors of the 
Fund and the International Bank 


At the opening of this Annual Meeting, I wish, first of 
all, to express on your behalf the deep appreciation we all 
feel for the generous hospitality of the Government of 
the United States of America and for the heart-warming 
greeting of President Eisenhower. And I wish, also, to 
express our thanks for the friendly welcome that has 
been extended to all of us, the Governors, our alternates 
and advisers, and to our distinguished observers and 
guests. In turn, speaking for you, I welcome with great 
pleasure Dr. Per Jacobsson, the new Managing Director 
of the Fund, and the representatives of our new members, 
Ghana, Ireland, Saudi Arabia, and the Sudan. 

I know that it is not in recognition of personal merit 
that you have chosen me to preside over the Annual 
Meeting of the Boards of Governors. Instead, you have 
given recognition to my country and its devotion to inter- 
national cooperation. It is for this reason that I convey 
to you the profound gratitude of the Republic of the 
Philippines for the honor bestowed on her when you 
elected me to be the Chairman of the Boards of Gover- 
nors of the International Bank for Reconstruction and 
Development and the International Monetary Fund. 


And now, I should like to take advantage of the tradi- 
tional privilege of the Chairman to express his views on 
matters of concern to the 64 countries which are members 
of our two outstanding international financial institu- 
tions. 

During the past 12 months, the unsettling political 
events in some parts of the world have threatened to ag- 
gravate the world-wide inflationary conditions over which 
many of us felt deeply concerned even as we met here 
last year. The common problem in most countries was 
the mounting pressure on prices and the balance of pay- 
ments in the course of their economic expansion, which 
compelled them to make difficult internal adjustments. 
It is gratifying to note that, in spite of a continued pro- 
liferation of policies of restraint, no large-scale attempts 
at tighter quantitative restrictions on trade and exchange 
were resorted to. Many member countries utilized the 
resources of the International Monetary Fund to tide 
them over their short-term balance of payments diffi- 
culties. 

Led by the United Kingdom and the Scandinavian 


countries, many industrial countries adopted monetary 
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and fiscal policies of restraint during 1956. Although 
these measures did help to repress excessive buoyancy 
and to relieve accompanying strains on prices as well as 
on the balance of payments, by early 1957 new infla- 
tionary pressures had again emerged, rendering uncer- 
tain the outlook for prices, production, and trade in the 
industrial countries. 

It is unfortunate that economic disturbances that are 
often triggered by tensions and investment uncertainties 
among the industrial nations are often translated into the 
most violent developments for the countries that are 
underdeveloped. With a few exceptions, the rate of capi- 
tal formation in underdeveloped countries continues to 
be influenced largely by the demand for primary prod- 
ucts which these countries produce for the industrial 
markets of the world. The volume of trade in these pri- 
mary products has fallen in relation to total world trade, 
with prices exhibiting very little change. On the other 
hand, prices of the capital equipment and manufactured 
consumer goods imported by the underdeveloped coun- 
tries have shown continuous increases as a result of the 
cost-price inflation prevailing in the manufacturing 
countries. 

It is reported by the Fund that, while in 1956 there 
was in general little change in the average export prices 
of primary producers, the export prices of industrial 
countries rose by about 4 per cent; that the value of 
the exports of industrial countries increased from 1955 
to 1956 much more than that of nonindustrial countries; 
and that the value of exports from industrial to non- 
industrial countries rose much more than that of exports 
in the opposite direction. The Fund reports also that the 
export prices of manufacturing countries and the increase 
in transportation costs produced a deterioration in the 
terms of trade of primary producing countries which 
probably amounted to some 4-5 per cent, although there 
were considerable differences in the changes in the terms 
of trade of various industrial countries. The squeeze 
resulting from the deterioration in their terms of trade 
has made it extremely difficult for underdeveloped coun- 
tries to pursue their goal of a more viable pattern in 
their economies. 

As a matter of record, it has become almost an an- 
nual ritual for the Fund to report that significant eco- 
nomic progress has taken place in many countries. But 
any news of major improvements in the economic position 
of underdeveloped countries is exceptional indeed. Yet, 
these are the very countries where economic development 
at an increasing pace is vitally necessary if the ever- 
growing gap in living standards between the developed 
and the underdeveloped countries is to narrow in the 
interests of external equilibrium and world peace. 

The underdeveloped countries are facing a serious 
dilemma. They must either allow themselves to fall be- 
hind in the procession of economic progress or be content 


to live from one balance of payments crisis to another. 
The only way out is to achieve the momentum that is 
indispensable to development. This means a rate of 
investment that will support adequate growth and an 
economic pattern that provides both internal flexibility 
and the strength to adjust to the changing structure of 
world demand. 

But we all know that such an economic pattern requires 
great resources to finance development. Where domestic 
savings are small and where the foreign exchange reserves 
at a country’s call are enough only for its trade and 
payments, the provision of additional resources for basic 
development needs involves great sacrifices in consump 
tion and even in less urgent investment. In the attempt 
to secure the additional resources through the creation 
of credit, which underdeveloped countries unfortunately 
feel impelled to do, they risk the stability of the price and 
monetary structure itself. The greater availability of 
capital from abroad would, of course, facilitate develop- 
ment. It would not, however, obviate the need for sound 
financial policies in the underdeveloped countries. 

Even as we are gathered here, many underdeveloped 
countries find themselves in dire straits. With foreign 
exchange reserves already depressed to dangerously low 
levels, their ability to grapple with the economic ills that 
plague their very existence and to reach a stable and bal- 
anced economic structure looks anything but hopeful. 
Yet, as President Black of the Bank said recently, “Let 
us make no mistake. Economic development in these 
countries today is not just a process; it is also an idea— 
a rallying cry for more and more millions who are aroused 
against their traditional poverty.” 

It is true that some of the countries facing the prob- 
lems of development today have not followed the soundest 
or most adequate monetary and fiscal policies that are 
within their ability to follow. The present predicament 
of some underdeveloped countries clearly demonstrates 
the tremendous strains on limited resources of too rapid 
a pace of development by methods that induce inflationary 
fevers. Neither have some of them fully exploited the 
production potentials that lie within their grasp in the 
form of fertile land, forests, mineral resources, and their 
large reservoirs of untapped labor. 

Whatever their own mistakes have been, there remain 
many factors over which they have no control and which 
bear heavily on them in the pursuit of their economic 
goals. These factors, external to these countries, are often 
the root causes of internal difficulties. | may mention as 
one of these factors the trade policies of the industrial 
nations. As has been pointed out on more than one 
occasion by the Fund, the protectionist trade policies of 
the highly developed countries “continue to embarrass 
other countries, especially those which are underdevel- 
oped.” There is need of a more understanding trade 
policy with respect to the underdeveloped countries, espe- 
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cially by those countries which have shown great mag- 
nanimity in extending aid to them. 

It is clear that the solution to the problem of economic 
development does not lie solely in the pursuit by individual 
countries of domestic monetary and fiscal policies to keep 
external accounts in balance. The solution to the prob- 
lem of development with stability is the collective respon- 
sibility of both developed and underdeveloped countries. 

While we still have these unsolved trade problems, the 
establishment of a common market has been proposed by 
six leading industrial countries of Western Europe. This 
event is being looked upon with some concern by coun- 
tries outside continental Europe. The raw material pro- 
ducing countries should feel particularly concerned about 
the preferential position which may be given to the over- 
seas territories of the common market nations, since these 
territories are to some extent their competitors. By and 
large, it would seem that the common market would work 
at cross purposes with the Fund’s main objective, since it 
might “revert to a strict balancing of payments within its 
own narrow limits and thus to a merely regional, though 
somewhat expanded, bilateralism.” It could easily become 
an instrument for perpetuating restrictions and discrimi- 
nations against countries outside its orbit. 

These regional or group policies need to be reconciled, 
it seems, with the Fund’s policies for the re-establishment 
of a fully multilateral world trading system. Unless the 
protectionist sentiments which still run high among some 
of the metropolitan countries are done away with, the 
underdeveloped countries will be driven to perpetuate the 
use of trade and exchange controls to maintain their pay- 
ments position and to enable them to develop their 
economies. I am convinced that a multilateral trading 
system, buying and selling in the best markets, is in the 
interest of the underdeveloped as well as the developed 
countries. But the underdeveloped countries cannot trade 
on such a basis if there are restrictions and discrimina- 
tions against their exports in the great industrial 
countries. 

As urged by the Fund’s 1957 Annual Report, “countries 
in a strong surplus position, whilst applying such anti- 
inflationary policies as are appropriate to their circum- 
stances, should seek not to apply them in such a way as 
to make it more difficult for other countries to correct 
their positions. They should, accordingly, pay special 
attention to the contribution which they can make to the 
removal of both their own difficulties and those of other 
countries through such measures as the reduction of trade 
barriers and the encouragement of capital exports.” 

I would venture to suggest that accelerated measures 
be taken to place payments restrictions on a nondiscrim- 
inatory basis, especially in the case of countries which 
belong to preferential tariff systems or regional common 
markets. Twelve years after the end of World War II we 
find that the world’s key currencies, those that are most 


widely used in international payments, are still not freely 
convertible in terms of one another. Worse yet, there is 
the ever-present possibility that distinctions by currency 
area may be employed to reinforce tariff preferences and 
differential tariff rates. It is time, it seems, that decisive 
steps were taken to end the increasingly unjustifiable 
discriminations by regions and by currency areas. 

I am confident that we can look to the Fund for con- 
structive leadership in securing a well-balanced world, 
maintaining trade at a high level without discrimination 
on the basis of countries or currencies. I know, of 
course, that a multilateral system of world payments 
cannot be introduced overnight. Countries must, of course, 
have sufficiently realistic exchange rates not to upset trade 
relations; but equally, if not more, important is the need 
for measures in the field of fiscal and credit policies to 
ensure internal stability, without which equilibrium in 
the external field is impossible. 

Both the World Bank and the Monetary Fund have 
gone a long way in rendering assistance to their member 
countries. Under President Black, the needs of the under- 
developed countries have become the paramount concern 
of the Bank. I am glad to note the progress which has 
attended the efforts of President Black in obtaining the 
free use of the Bank’s 18 per cent capital, and my Gov- 
ernment extends its full support to his efforts. I am able 
to announce that the Government of the Republic of the 
Philippines has decided to release the whole of its 18 per 
cent capital subscription, equivalent to $2.7 million, in 
five equal annual installments. This release will be made 
available in dollars and will therefore be of maximum 
usefulness to the Bank. 

The Economic Development Institute which the Bank 
started in 1956 is proving to be of great benefit to the 
underdeveloped countries. It is a unique opportunity, 
indeed, that this Institute offers to those who are sent 
to it by the underdeveloped countries. A broad perspec- 
tive of the problems of economic development is acquired, 
and the effectiveness in carrying out new responsibilities 
generally improves. Under Mr. Jacobsson and Mr. Coch- 
ran, the Fund has become the trusted friend and adviser 
of all countries. It has been a never-failing source of 
counsel on monetary and exchange problems and policies. 
Its timely financial assistance has been most helpful, in 
a concrete way, to many member countries during these 
troubled times. 

While existing institutions can be of assistance in the 
industrialization of the underdeveloped countries, they 
will not be able to meet what many of these countries 
urgently need. Facilities such as schools, hospitals, 
housing, waterworks, etc., represent a kind of social over- 
head which the underdeveloped countries need before 
other types of economic activity can begin to move for- 
ward rapidly. These countries are unable to secure loans 
from any foreign or international financial institution on 
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account of the fact that these projects are largely nonself- 
liquidating. Only an institution authorized to make 
grants-in-aid and acting through international channels 
could meet the requirements,of such countries. 

It is encouraging to learn that the $300 million Devel- 
opment Loan Fund sponsored by President Eisenhower 
has been approved by the United States Congress. This 
plan offers some relief for the intense capital needs of 
the underdeveloped countries in their struggle for devel- 
opment in a world characterized by capital scarcity. 

In concluding my statement, may I plead as I have 
always done in previous Annual Meetings for a more 
sympathetic understanding of the problems of the under- 
developed countries. All these years, we have reiterated 
our faith in the Bank and the Fund, which have focused 
attention on such problems and have suggested means for 


solving them. We are aware that without these institu- 
tions we would have been tragically handicapped in our 
efforts to deal with the problem of economic development 
in an environment of financial stability. Year after year, 
we have seen their operations grow in magnitude and 
widen in scope. We are confident that their accomplish- 
ments in the future will be even greater than they have 
been in the past. We expect of them the foresight and 
boldness that our dynamic world requires. Let us not 
hesitate to ask of them the service that we need, being 
equally prepared to give them the cooperation they re- 
quire. It is through such intimate collaboration that we 
shall succeed in meeting the difficult problems of an 
expanding world in whose prosperity all nations, devel- 
oped and underdeveloped, must share. 

September 23, 1957 


Address by Eugene R. Black, President of the International Bank 


I would like to extend a special word of welcome to the 
representatives of our 4 newest members—the Republic 
of Ireland, Saudi Arabia, Sudan, and Ghana. We now 
have 64 member countries, 12 of which have become 
independent nations since World War II. 

This is the ninth of the Bank’s Annual Reports that I 
have been privileged to present to you. On the biblical 
precedent—and even on the economists’ conventional 
reckonings of business fluctuations—the fat years should 
by now be well behind us, and the lean ones should be 
with us. There were certainly times during the past year 
when events gave cause for some anxiety. Happenings in 
the Middle East threatened to bring major economic dis- 
location and, at times, the world outlook has been bleak. 

In some countries, political instability has slowed 
down the rate of growth; in others, failure to maintain 
sound economic and fiscal policies has frustrated hopes 
of progress. Prices are, on the whole, still rising—slowly 
and unobtrusively in some countries, but at an alarming 
pace in others. This movement has continued to eat away 
the value of money. In nearly every part of the world, 
investment demand has been high with the supply of 
savings insufficient to meet it. In these circumstances, 
interest rates have climbed to new peaks. 

Yet the picture as a whole shows further progress and 
continued high production. In many countries in all 
parts of the world, real income remains at an all-time 
record. International trade and export earnings have 
grown at a very rapid pace, thus providing one of the 
most important foundations for further borrowing 
abroad. 

In this setting of continued economic expansion, I can 
once more report a large amount lent by the Bank and 
important additions to its capital resources. During the 
fiscal year which ended last June, we again made loans 
totaling nearly $400 million equivalent; and in the three 


months that have elapsed since then, we have lent over 
$214 million. There was also increased emphasis on 
lending for industry. In support of India’s privately- 
owned steel industry, the Bank lent $20 million to double 
the steel-finishing capacity of the Indian Iron and Steel 
Company. This follows up the $75 million loan the Bank 
made last year to Tata Iron and Steel Company which 
will help increase capacity at Tata’s main works by 60 
per cent. Another loan is financing a strip mill at the 
Kawasaki Steel Corporation in Japan. Large loans in 
Australia, Iran, and Italy will also be partly used to pro- 
mote the growth of industry. Although basic services will 
no doubt continue to claim the lion’s share of the Bank’s 
activities, it seems that with the present world-wide 
shortage of capital our funds will be in increasing de- 
mand for large-scale industrial development. 

In the field of electric power, the year’s largest loan 
was made to Uruguay. This will help to build a hydro- 
electric project harnessing important water resources in 
the interior. With the aid of this loan and two earlier 
loans, Uruguay will increase its total generating capacity 
by over 100 per cent. Other power loans included finance 
for the construction of three hydroelectric stations in 
Chile and the completion of a major hydroelectric under- 
taking on the Danube in Austria. Since the end of the 
year, the Bank has lent $66 million for the large Yanhee 
project in Thailand. 

We have also continued to lend for transport. Two of 
the year’s loans are helping to open up remote areas of 
Africa. In Ethiopia, new roads are being built to pene- 
trate rich agricultural land. A network of dependable 
highways already completed has contributed to doubling 
the volume of Ethiopia’s principal exports. In Ruanda- 
Urundi, lying in the very heart of Africa, a loan will help 
to improve transport services radiating from the admin- 
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istrative capital. In the current fiscal year, the Bank has 
lent $90 million for improvements on the Indian railways. 

Two loans for air transport will help Australia and 
India to acquire the latest types of aircraft for their air- 
lines. At the same time, these loans helped the borrowing 
countries to widen their access to sources of private 
capital abroad. Both were linked with the raising of 
funds in the New York capital market by these two 
countries. 

Finally, I ought to make brief mention of our loans 
for agriculture. These provided substantial sums for 
farm improvement in Italy. They furnished foreign ex- 
change, some of which was used for imports of farm 
equipment in Australia. Smaller but nevertheless sig- 
nificant sums are providing more plentiful farm credit 
in Costa Rica and financing land reclamation in Japan. 

This volume and diversity of lending would not have 
been possible without large additions to our borrowed 
funds. In fact, during the past year we borrowed nearly 
$325 million—more than in any previous fiscal year. We 
re-entered the New York market on a substantial scale 
for the first time in three years, and sold two bond issues 
of $100 million each. We also sold a U.S. dollar bond 
issue, in a principal amount of $75 million, entirely 
outside the United States. Moreover, the Bank obtained a 
loan from the Swiss Government equivalent to nearly $50 
million. This was our first direct borrowing from a 
government. In addition, shortly after the end of the 
year we borrowed $100 million from the central bank of 
Germany. 

It speaks well of the Bank’s financial standing around 
the world, I think, that apart from its bond sales within 
the United States it has within the last 15 months been 
able to place its bonds in more than 20 other countries 
in an amount equivalent to $222 million. In addition, I 
can announce to you that we have now made another 
agreement with the central bank of Germany under which 
we will borrow an additional $75 million. Even without 
taking this transaction into account, more than one half 
the Bank’s outstanding bonds are now held outside the 
United States. 


Another source of funds upon which we were able to 
draw was our 18 per cent capital. With our rate of dis- 
bursements continuing to rise and the scale of our opera- 
tions expanding, I felt it my duty in consultation with the 
Executive Directors to draw attention to the large amounts 
of our capital not yet released in useful form and to ask 
them to give urgent consideration to this situation. In 
subsequent discussions that we have had with member 
governments, we have found a growing understanding 
of the Bank’s position and increasing recognition of the 
need to make the whole 18 per cent capital available to 
the Bank as soon as possible. 

I am glad to be able to inform the Board of Governors 
that, in response to my representations, member govern- 
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ments have made available out of their 18 per cent sub- 
scriptions amounts equivalent to over $160 million. This 
brings the total amount of our 18 per cent capital which 
is either on loan or available for lending over the next 
five years to nearly $1,100,000,000, of which nearly one 
half has been made available by member countries other 
than the United States. This is one indication of the 
increasing extent to which our member countries are mak- 
ing the Bank a truly international cooperative institution. 

Although all this is gratifying progress, I ought to 
remind you that over one half of the Bank’s member 
countries have failed to make any of their 18 per cent 
available in useful form and that over one third of the 
Bank’s 18 per cent capital is still unusable. If I seem to 
return to the subject with undue frequency, it is because 
of my conviction that ready access to the 18 per cent 
capital is one of the basic assumptions upon which the 


Bank was founded. It is vital to the full development of 
its strength. 


Another important source of funds during the year was, 
of course, our net earnings. This year’s figure of $36 
million was, in fact, a record. 

Apart from our lending we have continued to receive, 
and to meet to the best of our ability, a variety of requests 
for assistance of other kinds. I might perhaps mention 
one of a new and interesting nature. The potentialities 
of atomic fission for meeting part of the mounting need 
for power in countries with high-cost conventional fuels 
have been discussed at length both at our meeting last 
year and in many other places. Recently we completed 
arrangements with the Italian Government to undertake 
a joint study of the commercial feasibility of producing 
electric power from atomic energy in southern Italy and 
of the best site and design for a reactor. I believe that a 
thorough and impartial study of this kind will not only 
be valuable for Italy but will also provide data useful in 
assessing the possibilities of using atomic energy else- 
where. 

The debates of the next few days will cover some very 
timely and important matters. Doubtless you will be 
discussing the shortage of capital, particularly in the less 
developed countries. Stress will be put on the urgent 
need for more external capital for the development of 
the less developed lands. There will also be, I am sure, 
considerable discussion of the problems of inflation. I 
would like, in the time left to me today, to try to put 
these matters in perspective. 


These subjects occupy our thoughts today because they 
are basic to the difficulties which loom so large in so 
many of the countries represented here. We all feel the 
pressure of investment demands on the limited supply of 
savings available for investment; the need to increase 
foreign exchange earnings and the difficulties that stand 
in the way; the many competing and conflicting claims 
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which governments everywhere today have to reconcile 
with the limited means at their command. 

In large part, all of these problems are signs of grow- 
ing pains—the natural consequence of a decade of un- 
precedented growth in the world and of the compelling 
desire to keep on growing. While circumstances differ 
from country to country, some governments are clearly 
running out of breath simply because they have been 
running very fast—sometimes, indeed, too fast. From a 
strictly economic point of view, therefore, today’s prob- 
lems need not be cause for undue discouragement or 
alarm. 

The shortage of development capital and the dangers 
of inflation are more serious when viewed as political 
problems. The past decade was one of record promises 
as well as record achievement. If practice does not con- 
tinue to live up to promise, at least in part, many gov- 
ernments may face stormy weather. If the economic 
course is fairly easy to chart, holding the ship of state 
on that course is going to require some difficult and 
courageous decisions. 

Those decisions, in my view, relate primarily to ques- 
tions of balance: balance between consumption and in- 
vestment; balance between productive and nonproductive 
investment; balance between industry and agriculture; 
balance between investment to increase export earnings 
and investment for the home market. 

People will not voluntarily save for tomorrow if they 
cannot today see some improvement from the investment 
of yesterday; in a free society there must be a balance 
between rising consumption and rising investment. And 
free governments cannot give investment an overriding 
priority over all other concerns; productive investment 
must be balanced with concessions to the traditions of 
the people and with a legitimate concern for national 
defense. 

Governments cannot afford to take great risks with the 
food supply in order to build steel mills with labor driven 
from the land; there must be a balance between industry 
and agriculture. And free governments cannot seal them- 
selves off from the world and demand of their people 
great sacrifices in the name of self-sufficiency; they must 
earn the trade and investment of the outside world to 
provide goods and services for their development pro- 
grams; they must balance investment for export with 
investment for the home market. 

The largest single cause of imbalance is the volume of 
nonproductive investment which governments feel they 
have to undertake. One fairly obvious item is military 
expenditure. Many countries today are spending one 
fourth or one third or more of their budgets on arms, 
and often the foreign exchange drain is even more bur- 
densome. It is a trite observation to say that this is a sad 
commentary on the progress that humanity has made 
toward a better and a fuller life. The hard facts are, 


however, that many countries are today exposed to 
threats to their security; defense priorities are heavy; 
the need for sizable military establishments makes diffi- 
cult and courageous choices unavoidable. Where these 
circumstances exist, one must refrain from criticism. 

But do they everywhere exist? Are there not too many 
governments today which, for reasons no more valid than 
prestige, or ostentation, are channeling into expenditure 
on arms scarce resources which are thus denied to the 
needs of economic development? Where this is happen- 
ing I think that great risks are being taken with the hopes 
and expectations of their people for economic growth. 

There is another, equally large, category of nonproduc- 
tive investment causing imbalance in the less developed 
countries today which might be labeled, simply, waste. 
Some waste is inevitable in any development process. 
Perhaps waste is inevitable in those countries which have 
recently achieved their national independence and are 
experimenting with the forms of free self-government, 
while being at the same time weighed down by a tre- 
mendous load of legitimate development demands. 

It remains true, however, that every ill-planned or badly 
executed development project not merely consumes scarce 
resources; it also undermines the faith of people in the 
ability of free governments to produce concrete results 
to buttress their promises. Power plants so built that 
they operate far below their capacity; new highways con- 
structed at the expense of failing to maintain old ones; 
new farm land that is cleared and irrigated and then left 
to lie fallow; social expenditure undertaken without the 
talent or the resources to make the service useful—all 
these things are monuments to waste. I frankly think a 
great deal of this kind of waste stems not from a lack of 
knowledge, but from inadequate weight being given to 
the evidence of financial and economic experts in the 
countries concerned. It stems from decisions based more 
on short-range political considerations than on economic 
facts. 

One area in which this tendency prevails to a regrettable 
extent is the field of public utility financing. In countries 
where there is no domestic bond market, the choice 
between subsidies and adequate rate structures can be 
critically important in the context of balanced develop- 
ment. In one or two countries, for example, a good case 
could be made that subsidies to government-owned utili- 
ties are being financed at the cost of reductions in the 
government’s education program. Actually, less is being 
spent on education in these countries today despite an 
increased national budget. At the same time, money is 
being used to subsidize public utility services—to provide 
cheap power to industries which, without any appreciable 
effect on their own costs of production, are fully capable 
of paying the economic cost of these services. This money 
certainly might better have been used to build and staff 
new schools. 
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When the choice is as clear and as compelling as this, 
I cannot understand why it is so difficult for governments 
to accept adequate rate structures. Yet the widespread 
tendency in underdeveloped countries today is to fix the 
price of utility services at a figure which, in fact, entails 
a subsidy for the benefit of those consumers best able to 
pay. This approach seriously distorts development. 

The economic facts of life may not be the most inspir- 
ing facts with which to persuade people. They may not 
always be the most important facts. But decisions of 
policy reached without giving them due weight will almost 
certainly lead to a maximum of waste and distortion and 
to a minimum of higher living standards. 

A third, and perhaps most important, cause of imbal- 
ance in the development of the less developed countries 
today is simply the fact that some governments are trying 
to do too much. The serious threat of inflation makes it 
extremely dangerous for governments to extend their 
activities beyond those areas where only government can 
provide the necessary capital. Particularly, I deplore the 
decisions of governments which tend to reduce investment 
in their own legitimate spheres of activity in order to 
branch out into fields where private enterprise, domestic 
or foreign, is perfectly willing to do the job. And it is 
equally harmful where whole areas of economic activity 
become paralyzed because governments cannot make up 
their minds whether or not to allow private enterprise to 
do a job it is willing to do. 

What government does not already have its hands full 
without reaching out into new fields? What government 
has so much foreign exchange that it can afford to bar 
a responsible foreign investor? There is no ideological 
argument here—just plain common sense. No country 
ever achieved balanced economic growth without sub- 
stantial help from the private entrepreneur—domestic and 
foreign. By not courting his help, governments in the 
less developed countries are simply increasing their al- 
ready onerous burdens. 

For the industrialized countries, too, in their relations 
with the less developed world, the big questions today 
are, in my opinion, also questions of balance. And here 
again difficult and courageous decisions are needed to 
prevent imbalance from aggravating development prob- 
lems further. 

The industrialized countries, which have contributed 
the bulk of the Bank’s subscribed capital, have done so, 
I believe, because they have felt they had an interest in 
raising living standards in the less developed lands—an 
enduring interest apart from short-range political or com- 
mercial interests. Over the long run it is only by helping 
to raise living standards that they can hope to influence 
events in the underdeveloped world in directions com- 
patible with their own security and beliefs in individual 
freedom. 


But this is a complex argument. And among the mass 
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of the people in the industrialized countries today the 
meaning of events in the less developed lands is only 
vaguely appreciated. While things like foreign aid and 
foreign trade are more or less accepted policy aims, the 
challenge of the underdeveloped world is, perhaps under- 
standably, very much on the periphery of their lives. 
This lack of public understanding has tended, I think, 
to obscure and distort the real purpose of development 
aid. 

It is easy to describe the interests of the industrialized 
West in the less developed countries in terms of defense 
or of diplomacy or of new markets and sources of supply. 
It is easy to argue that if there isn’t “foreign aid,” then 
there won’t be allies or as much money to buy a given 
line of exports. 

Now there is some truth in all these assertions. Ulti- 
mately, development aid is related to all these interests. 
But in the long run it is only related insofar as develop- 
ment aid helps to raise living standards and to bring 
about the stability and confidence on which lasting al- 
liances and lasting commercial relationships are built. 

It is the achievement of higher living standards, not 
export promotion, which should guide development pol- 
icy. The one leads to a natural market; the other often 
to only a temporary, subsidized market. It is the achieve- 
ment of higher living standards, not a desire to win allies 
or to gain an advantage in diplomatic maneuver, which 
should guide development policy. The one leads to a 
solid foundation of mutual respect; the other, only to 
temporary accords. 

And waste, too, should be a primary concern of the 
industrialized countries in their dealings with the less 
developed lands. The application of impartial standards 
of economic and financial worth is just as necessary in 
the administration of development aid as in the planning 
of domestic investment programs. 

In this respect, as well as for many other reasons, the 
very large increase in private foreign investment in the 
less developed countries over the past two years is quite 
encouraging. Private investment is almost always less 
wasteful of talent and resources than is government 
investment. Private investors know from experience how 
much more than capital is needed to make the compli- 
cated machinery of development work. The technical and 
management skills they bring with them set an invaluable 
example in the techniques which can be used to keep 
waste at a minimum. 

I do not underestimate the degree of skill and resolu- 
tion necessary to keep all these problems of balance within 
bounds. My plea is that governments recognize the need 
for balance so that development may result in higher 
living standards and may flourish alongside free insti- 
tutions. 

If governments become the prisoners of their own, 
more or less arbitrary, development targets, in all proba- 
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bility something will have to give under the pressures of 
inflation and the impatience generated because practice 
is not living up to promise. And perhaps the greatest 
danger is not that development will give but that govern- 
ment by the consent of the governed will be abandoned. 

At the same time, if governments do not have clearly 
defined development goals—and are willing only to talk 
about the objective of higher living standards or to 
subordinate that objective to short-range policy consid- 
erations—then our task is an impossible one. The attain- 
ment of higher material living standards, like most other 
worthwhile things in life, has a price; it can be achieved 
only if governments, .eaders, and people really want it 
and are willing to pay for it. 


For my part, it will be my aim that the Bank should 
make, over the years ahead, a continued and significant 
contribution to the capital requirements of that basic 
development on which higher living standards depend. 
If tight money market conditions persist, funds inevitably 
will become more expensive, but I remain hopeful that, 
in the future, as in the past, international savings will 
continue to flow to the Bank on a scale that will ensure 
that no meritorious loan application will be turned away. 

But at most, the Bank’s role is a supporting role. The 
real problems are yours, and the hopes of millions and 
millions of people hang on your ability to resolve those 
problems wisely. 

September 23, 1957 


Address by Per Jacobsson, Managing Director of the Fund 


In presenting the Annual Report of the Executive 
Directors to the Board of Governors, it has become cus- 
tomary for the Managing Director to open his statement 
by welcoming the new members to the Fund. I am glad 
to extend today a friendly greeting to the Governors for 
Ghana, Ireland, Saudi Arabia, and the Sudan, who are 
participating for the first time in an Annual Meeting of 
our institution. Of the 64 countries which are at present 
members of the Fund, 23 have joined since 1946. The 
increase in the membership reflects, I think, a recognition 
of the role which the Fund is able to play as a center 
for monetary cooperation on an international basis. 

As the Fund is a financial institution, it is natural to 
look in the first place to the business side of its activities 
for evidence of its usefulness. In the ten and a half years 
which have passed since the Fund began exchange opera- 
tions in the spring of 1947, the total of Fund transactions 
in the form of drawings and stand-by arrangements still 
outstanding now amounts to a little more than $3.5 
billion. The total amount drawn is $2.8 billion, and no 
less than $1.1 billion has been repaid. That is as it 
should be, since the International Monetary Fund is, in 
effect, a “revolving fund.” The policy was adopted in 
1952 that currencies acquired by members through trans- 
actions with the Fund should be repaid within three 
years, with an outside limit of five years. This has in 
fact been done. Indeed, with only a few small exceptigns, 
all transactions prior to 1955 have been fully repaid. 

This experience therefore emphasizes that the assist- 
ance obtained from the Fund is essentially of a short-term 
character and must be regarded by the countries con- 
cerned as a temporary addition to their reserves, permit- 
ting them to adopt and carry out, within a limited period 
of time, a constructive program to restore stability and 
balance in their respective economies. The time thus 
obtained is really “borrowed time,” of which the best use 
has to be made. The member countries seem quite aware 
of the relevance of such considerations; and they seem 
anxious to keep in close contact with the Fund as regards 


the measures they intend to introduce and the main lines 
of policy which they expect to follow. Indeed, it has 
become the practice of the Fund that, in all cases of major 
assistance, the main lines of financial policy of the coun- 
try turning to the Fund are laid down as part of the 
preamble to a stand-by arrangement, or, in the case of a 
drawing, as a “declaration of intent” on behalf of the 
government of the country concerned. In that way, the 
broad features of the policies which can ensure a rehabili- 
tation of the payments position are set out concisely and 
authoritatively. 

It has been the experience of the past, and is likely to 
be the case again in the future, that the Fund’s business 
activity will vary a great deal from one period to another. 
There were a number of years in which central banks and 
other monetary authorities were able to add substantially 
to their reserves, benefiting not a little from the flow of 
funds connected with the Marshall Plan and other forms 
of U.S. aid. For the Fund, these were lean years from a 
business point of view, but they were filled with activities 
of other kinds. Research was started, publications were 
issued, and contact was established with other interna- 
tional institutions, whose representatives we are glad to 
have among us here today. The Articles of Agreement 
prescribed that five years after the Fund began opera- 
tions those members who still retained exchange restric- 
tions should consult annually with the Fund; as things 
now stand, this means that annual consultations are car- 
ried out with four fifths of all the member countries. 
These consultations are not confined to the particular 
field of exchange regulations but have developed into a 
review of the countries’ fiscal and credit policies against 
the background of their economic situations. There is 
now a much wider degree of freedom from exchange 
restrictions, especially on current account, than there has 
been since as far back as 1940. A majority of countries 
are now succeeding in making monetary and fiscal policy 
the principal means of dealing with their payments 
problems. 
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In addition to the annual consultations which were 
expressly provided for by the Articles of Agreement, the 
Fund has furnished technical assistance to member coun- 
tries since the early years of the Fund’s existence. The 
demands for technical assistance have become more 
numerous with the years and continue to increase. To 
supplement its technical assistance, the Fund started a 
program for the training of selected people taken from 
the staffs of central banks, finance ministries, and statis- 
tical bureaus in member countries. Since 1951, more 
than 100 technicians from 50 countries have participated 
in the various training courses. As the membership of 
the Fund has increased, the training facilities have been 
expanded, the budget for 1957-58 providing for 25 
trainees, 5 more than in the previous year. It is a matter 
of some importance that the cooperation between the 
Fund and the member countries is beginning to be facili- 
tated by the growing number of persons who know the 
Fund from firsthand experience as former participants 
in the training programs or in some other capacity. Not 
a few former Executive Directors, Alternates, and mem- 
bers of the staff have returned to their own countries and 
have there assumed duties which, in one way or another, 
bring them in contact with questions relating to the Fund. 


Another matter to which much attention was given in 
the years of little business activity was the formulation 
of principles to govern the use of the Fund’s resources, 
i.e., the principles for the granting of Fund assistance. 
It has been during the active period of the last 12 months 
that these principles have been put to a practical test, and 
the experience of those months has conclusively shown 
how valuable they are. If it had not been for the agreed 
acceptance of those principles, it would hardly have been 
possible to deal so harmoniously and expeditiously, as was 
the case, with the many requests brought to the Fund 
during the period in question. Great use has been made 
of the two forms of assistance, direct drawings and stand- 
by arrangements, and care has been taken to secure, in 
each case, the degree of justification that has to be fur- 
nished in accordance with the policies relating to the 
different tranches of the quota. 


Perhaps it is useful to state once again what these 
policies are: access to the gold tranche is almost auto- 
matic; and requests for drawings within the next 25 per 
cent (the so-called “first credit tranche”) are also treated 
liberally but, even so, such requests will be approved only 
if the country asking for assistance can show that it is 
making reasonable efforts to solve its own problems. 
For drawings beyond that tranche (i.e., beyond the first 
50 per cent of the quota), substantial justification is 
required, and among the justifications foreseen are 
transactions in support of the establishment or mainte- 
nance of convertibility. At the time when these prin- 
ciples were set down and recorded in the Annual Report 
for 1955, convertibility seemed a more immediate possi- 


bility than afterward has been the case. The 1957 Annual 
Report, which is presented to. you today, explains in 
somewhat more detail that requests for the use of the 
Fund’s resources beyond the first credit tranche “are 
likely to be favorably received where they are intended to 
support well-balanced and adequate programs which are 
aimed at establishing or maintaining the enduring sta- 
bility of the currencies concerned at realistic rates of 
exchange, and may therefore reasonably be regarded as 
establishing the conditions for substantial progress to- 
ward convertibility.” These principles naturally guide 
the Board of Executive Directors in their decisions, and 
they also serve to indicate to the various member coun- 
tries under what conditions they can count on assistance 
from the Fund. As regards requests for assistance beyond 
the first 50 per cent of the quota, it seems reasonable to 
assume that individual countries will hesitate to turn to 
the Fund with such requests unless they are ready to 
put into effect a comprehensive program which will, in 
particular, maintain or restore sound monetary con- 
ditions. 


The sudden spurt in business activity for the Fund, 
which began in the autumn of 1956, has continued up 
to the present. In the period from October 1, 1956 to 
September 16, 1957, total drawings amounted to $1,477 
million, and by the end of that period the nonutilized 
stand-by arrangements still stood at a figure of $874 
million. In the nature of the case, each request for assist- 
ance will reflect the particular conditions of the country 
making the request, but there are also some general 
circumstances and developments of which account has 
to be taken. The Suez affair was a circumstance of that 
kind; it put pressure on the reserves of several countries 
in Europe, the Middle East, and the Far East. From an 
economic point of view, however, the disturbance was 
less than had been originally feared. It is true that the 
flow of goods through the Canal was interrupted for 
several months, but there happened to be an exceptionally 
mild winter in Europe which lessened the need for fuel, 
and it was often possible to find other outlets for exports 
and other sources of supply. 


A development of a more fundamental nature was the 
growing shortage of capital, and the stiffer credit con- 
ditions, which, in the course of 1956, became character- 
istic of the world’s principal money and capital markets. 
It is, for instance, interesting to note that no single im- 
portant foreign loan was floated on the Swiss capital 
market from the middle of 1956 to the middle of the 
following year. As it became more and more difficult to 
borrow abroad from private sources, countries in need 
of funds naturally turned to official institutions with 
requests for credit facilities. It may be difficult to tell 
in an individual instance to what extent such general 
considerations have influenced the decision to come to 
the Fund, but there is undoubtedly a connection between 
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the changes which have occurred on the money and 
capital markets and the increased activity of the Fund. 


To gain a clearer understanding of the circumstances 
under which countries have turned to the Fund, the 
instances in which assistance has been granted may be 
divided into four main groups. First, there are the 
emergency needs which suddenly arise, as they did last 
year in connection with the Suez crisis. The most typical 
example of this kind of assistance is that granted to the 
United Kingdom in December 1956, when $561 million 
was provided in the form of a drawing (all of which has 
been utilized) and $739 million as a stand-by (none of 
which has been drawn). Although the British economy 
was basically sound, with a surplus in the current account 
of the balance of payments, there suddenly arose at the 
time of the Suez crisis a fear that the position of the 
United Kingdom would be dangerously impaired, not 
only because of the decline in oil supplies but also for 
more general economic and political reasons. The wave 
of speculation against sterling which set in, largely in 
the form of shifts in the timing of payments for imports 
and exports—the so-called “leads and lags”—led to a 
serious drain on the gold and dollar reserves. It was 
obviously in the general interest to safeguard the value 
of sterling, a currency in which about one half of the 
world’s current transactions are settled, and therefore it 
was important to arrest the loss of British reserves as 
effectively and speedily as possible. It was for this reason 
that the Fund’s assistance was given so promptly and 
on such a substantial scale. 


When the assistance was granted, the British Govern- 
ment had already made it clear, through statements in 
Parliament and through representations to the Fund, that 
it intended to avoid the reimposition of external controls, 
and, indeed, to follow fiscal, credit, and other policies 
designed to strengthen the economy, both internally and 
externally. Once the assistance was granted, the pressure 
on sterling subsided, and in the spring of 1957 the sea- 
sonal strength set in, permitting the British Government 
to extend the liberalization of its other imports. It is 
an interesting fact that the strain of the Suez crisis in 
no country led to any backsliding in regard to the liberal- 
ization of trade and payments. Pressure on sterling and 
on some other currencies reappeared in the summer of 
1957, but it had a different origin; I will return to this 
subject later. 


The countries in the second, rather heterogeneous 
group, are those which have experienced an increasing 
strain in the current account of their balance of payments, 
most often as a result of heavy expenditure on consump- 
tion and investment. Thus, over the last year, assistance 
has been granted to Argentina, Denmark, France, India, 
Japan, and, most recently, the Netherlands. The circum- 
stances under which the strain developed varied consid- 
erably, but it was generally the case that equilibrium 


could be restored only if steps were taken to reduce the 
volume of spending, or at least prevent any further ex- 
pansion for the time being. 


Special difficulties often arise in those countries which 
have adopted rather ambitious development plans, since 
they may find it hard to secure the necessary finance in 
the present period of an increasing capital shortage. In 
these, as in other cases, the task of the Fund, when 
assistance is given, is to give temporary support to the 
monetary reserves while the proper adjustments are made 
to avoid the dangers of inflationary financing. The prob- 
lems arising in this connection have been frankly dis- 
cussed with the countries concerned, which have fully 
understood the nature of the Fund’s resources and for 
what purposes they are to be employed. There is a high 
degree of specialization in the functions of different 
financial institutions, and the differences arising from 
this specialization have to be recognized by those who 
turn to them for loans and credits. 


Assistance in the third group is provided to meet 
temporary exchange difficulties caused, for instance, by 
seasonal balance of payments deficits. Such assistance 
has recently been received by Cuba, El Salvador, Hon- 
duras, and Nicaragua. These countries are largely depend- 
ent on one major export crop, and special needs may arise 
in the part of the year before the export crop is sold. In 
such cases of seasonal assistance, arrangements have usu- 
ally been made for repayment to the Fund as soon as the 
inflow of export proceeds has again strengthened the 
exchange position, i.e., usually within a period of six to 
twelve months. Although the sums involved in these 
transactions have generally been rather small in absolute 
amounts, they have been substantial in relation to the 
quotas of the members concerned; and they do illustrate 
the capacity of the Fund to adapt its procedures to meet 
the widely varying requirements of its members. 


Assistance in the fourth group has been granted for 
the definite purpose of backing stabilization programs, as 
in Chile, Colombia, Bolivia, Paraguay, and Peru—all in 
Latin America. While there are marked differences be- 
tween the programs initiated and the conditions obtaining 
in these countries, there are also some common charac- 
teristics: One of the main reasons for adopting the 
stabilization programs has been that these countries 
wanted to get rid of the complex systems of multiple 
exchange practices which they had previously applied. 
To extricate themselves from these systems, they have 
adopted as a temporary measure a fluctuating exchange 
rate at which all or the bulk of their foreign transactions 
are settled. It is sometimes feared that the adoption of 
a fluctuating exchange rate may be a way for a country 
to avoid taking the proper internal measures which are 
needed to restore internal and external balance to its 
economy. It should therefore be explained that, in the 
five countries here mentioned, far-reaching measures of 
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fiscal and monetary reform have constituted an important 
and integral part of the programs adopted. It is, more- 
over, understood that these countries will stabilize their 
currencies at a fixed rate as soon as practicable. It has 
been an interesting feature of the financial arrangements 
with these countries that the assistance granted by the 
Fund has been combined with credits from such other 
sources as the U.S. Treasury or commercial banks in the 
United States and the Export-Import Bank. 


It may be premature to judge the ultimate success of 
some of these stabilization programs. Difficulties of an 
economic or political character have sometimes arisen, 
and continued consultations have taken place, as pro- 
vided for in the Fund’s stand-by arrangements. But one 
thing is certain: in these, as in other countries, the gen- 
eral public is increasingly demanding a stable and reliable 
currency, being tired of the continuous inflationary rise 
in prices which often goes together with a depreciation 
of the national currency in the foreign exchange markets. 

To return for a moment to the foreign exchange system 
in force in various countries: the 1957 Annual Report 
points out that multiple currency practices of varying 
degrees of complexity and importance are used by 38 of 
the member countries. But a gradual simplification is 
taking place, and it is only in about one fourth of the 
38 countries that the multiple rate systems may be de- 
scribed as “complex.” In the past year, the Fund has 
devoted special attention to the problem of multiple rate 
practices, just as in earlier years it has studied and devel- 
oped policies with respect to the elimination of bilateral- 
ism and retention quotas. The experience of the Fund 
over a number of years has been that multiple currency 
practices are undesirable, not only because of the damage 
they cause to the economies of the countries maintaining 
them, but also because of the harm they often cause to 
the trade of other countries. Although the Fund has wel- 
comed the progress made toward unification of exchange 
rates, it has become increasingly concerned with the par- 
ticular damage done by the complex multiple rate systems, 
where they still persist. In a decision which is recorded 
in this year’s Annual Report, the Executive Board has 
expressed its desire to see more rapid progress in the 
simplification of these complex systems, and has stated 
its willingness to cooperate in finding ways and means of 
doing so. It is prepared to render technical assistance 
and, whenever any proposed exchange simplification and 
related economic programs or measures are considered 
adequate, the Fund will give sympathetic consideration to 
a request for financial assistance. 

Another aspect of this decision is that the Fund will 
be reluctant to approve changes in multiple rate systems 
which make them more complex; and it will not continue 
to approve systems of that kind unless the countries main- 
taining them are making reasonable progress toward their 
simplification and ultimate elimination, or are taking 


adequate measures or adopting programs which seem 
likely to result in such progress. The overriding consid- 
eration in all these cases is that unification of exchange 
rates is a basic objective of the Fund, for the Fund has 
not given up the hope that it will be able to witness in the 
not far distant future the restoration of a multilateral 
system of international payments with fully convertible 
currencies. The more numerous the countries that make 
their currencies freely convertible, the less easy will the 
other countries find it to continue to maintain compli- 
cated systems of exchange control which not only curtail 
the freedom of the ordinary citizen, but also enhance the 
danger of recurring currency depreciations, as the experi- 
ences of the past two or three decades abundantly prove. 

It must be remembered that the activity of the Fund 
is to a large extent conditioned by the requests of one 
kind or another by member countries—and over the 
timing of such requests the Board of Executive Directors 
and the management of the Fund have only limited influ- 
ence. In the taking of decisions resulting from these 
requests, questions of principle often arise of importance 
not only for the particular case under review, but also 
as precedents likely to influence future decisions. It is 
largely by precedents that fair treatment is insured and 
useful traditions established, both in the national and in 
the international field. 

The experience gained has a certain bearing on the 
proposal made by the Governor for Canada at the last 
Annual Meeting for a certain reorganization of the Fur 7’s 
work. I am sure that everyone would agree with his 
suggestion that a closer contact should be established 
between the Fund and officials with operating responsi- 
bilities in the various countries. But practical experience 
tends to prove it is impossible to meet the suggestion that 
a few meetings a year be scheduled for discussion of 
important policy matters. The Managing Director must 
be able to confer regularly with Executive Directors who 
can be helpful in influencing policy decisions in the 
countries they represent. It is not necessary, however, 
that all countries follow the same system in appointing 
or electing their Executive Directors. I think it is gen- 
erally agreed that it must be left, as hitherto, to the 
individual countries or groups of countries to follow 
whatever system they find desirable and practical. But 
there are various ways in which contact between operat- 
ing officials in the various countries and the Fund can 
be strengthened. It is, for instance, highly desirable that, 
in conformity with a growing practice, countries making 
requests for financial assistance from the Fund should 
send senior operating officials to Washington to discuss 
their problems. Furthermore, it would be possible to hold 
at the headquarters of the Fund every year, or every 
second year, a meeting of a limited number of highly 
placed persons in the various member countries, and 
among them senior operating officials, to discuss infor- 
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mally some of the problems facing the Fund and its 
members. Having put forward these suggestions, which 
I think go some way toward meeting the Canadian pro- 
posal, | want to emphasize that I think the Fund is best 
served by the presence in Washington of highly qualified 
persons on the Board of Executive Directors, able to 
remain in close touch with and, when the occasion arises, 
able to influence decisions in the country or countries 
appointing or electing them, whenever that is necessary 
in connection with the work of the Fund. 

In this review of problems of specific Fund activities, 
the subject of Fund liquidity should be included. On 
September 16, 1957, the amount held by the Fund in 
gold and U.S. and Canadian dollars was the equivalent 
of US$2,428 million. Against that has clearly to be set 
the amount of stand-bys outstanding, equal to US$874 
million, since that is a contingent liability. Thus there 
remains a free amount of US$i,554 million, which is still 
considerable although less than half the free amount a 
year ago (US$3,669 million). Even though it seems 
likely that some other currencies may soon be drawn 
from the Fund, it is still wise to concentrate attention on 
its holdings of gold and U.S. and Canadian dollars. 

Since the amount of the original quotas of most mem- 
bers was fixed at Bretton Woods in 1944, prices have 
risen by, say, 40 per cent; in addition, the volume of 
world trade has increased by 70 per cent. This is a 
question which is, of course, kept under constant review. 
It would, indeed, be a pity if the Fund’s work were to 
be hampered by an inadequacy of liquid resources, for 
it is an institution which combines certain peculiar 
advantages. Because it is a revolving fund, the resources 
allotted to it will do service again and again over the 
years; and, since its assistance is given to strengthen 
monetary reserves rather than for particular projects, it 
has become the specific task of the Fund to concern itself 
with the whole field of fiscal, credit, and exchange policies 
of the various countries, in a general effort to restore a 
proper working of the world’s monetary system. These 
may be big words, but the basic objectives must not be 
forgotten, even though for a time the Fund may have 
been largely concerned with the task of limiting the 
damage caused by emergencies—a task in itself of no 
mean importance in a disturbed world. Although it is still 
too early to observe the full effect of the policy measures 
taken in many of the countries that have received Fund 
assistance, it should be reported that, almost without 
exception, most serious efforts are being made in the 
various countries to strengthen their economies. If world 
trade continues to expand without any dangerous decline 
in the over-all level of prices, one can be reasonably 
hopeful that, by and large, the present endeavors will 
prove successful. 

In regard to the general aspects of the world economy, 
there are two or three haunting questions uppermost in 


our minds. The first is related to inflation: Will it be 
possible to arrest inflation and the consequent rise in 
costs and prices in a world so anxious for expansion in 
both the public and the private sector? The second ques- 
tion is that of the relative value of currencies with which 
the markets of the world have been so greatly concerned 
in recent weeks and months. And the third has to do 
with the possibilities of financing for underdeveloped 
countries. 

While the main characteristic of inflation—an exces- 
sive increase in demand—is the same everywhere, the 
causes may differ from country to country. In some 
countries, there is still direct government borrowing from 
the central bank, or the extension of central bank credit 
on a considerable scale at the request of the government 
for such purposes as low-cost housing or the financing 
of public utilities. In such cases, we meet our old enemy: 
direct inflation for government account. The answer to 
the problem of how to arrest such inflation is simple. 
Direct or indirect financing by the central bank must 
cease, however difficult it may be politically to discard 
nefarious practices which have become a habit. 

But there are now some countries—and they are often 
economically the most important—in which there has 
been a tendency for prices to rise even though the gov- 
ernment budget is balanced and the increase in the 
money volume has been held down to very moderate pro- 
portions, about 1 per cent per annum. In these cases it 
is being said that the old methods will no longer work 
and, in particular, that an increase in the discount rate 
will not be of much value. 

Some explanation is needed of why these doubts have 
now arisen. It seems certain that credit restraint, forti- 
fied by rising interest rates, proved a very effective means 
of arresting inflation in the Korean crisis of 1950-51, 
when merchants and industrialists, fearing a shortage in 
the supply of important raw materials, added to their 
inventories, with the result that prices rose sharply. The 
reason that credit restraint works in an inventory boom 
is very simple. Those who have to finance the increased 
holding of stocks will usually turn to the commercial 
banks with demands for considerable amounts of short- 
term accommodation; in such a situation, if the central 
banks apply a policy of credit restraint, they usually 
force the holders of stocks to sell out, and in that way 
the boom is decisively broken. That is, of course, what 
happened in 1951-52, and the success then achieved 
greatly helped to restore repute to monetary policy after 
many years of defamation. 

The present boom provides us with an example of a 
different type of inflation. This is essentially a long-term 
investment boom, resembling very much the increase in 
economic activity which in the past has been associated 
with the upward phase of the business cycle. In some 
countries, the present boom began in 1954, and in others 
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somewhat later. It is shown in the August issue of the 
Federal Reserve Bulletin that in 1954-56 the output of 
capital goods in the United States and in Western Europe 
increased more than that of other goods. In those three 
years, the gross national product increased at the same 
rate in Western Europe and in the United States, namely, 
by 10 per cent, but the fixed capital formation increased 
by as much as 20 per cent in Western Europe and by 
15 per cent in the United States. 

Fortunately, genuine savings have also been rising in 
a great number of countries (otherwise it would not 
have been possible to sustain such a high level of invest- 
ment). But even with these higher savings it has not 
always been easy to secure the funds needed, and there 
has been great temptation to turn to the banks, for both 
short-term and long-term financing. In such a situation, 
equilibrium will not be maintained simply by raising 
short-term interest rates; the long-term rates must also 
rise, and, as you know, that is what has been happening 
in recent years. For the central banks it has then been im- 
portant to take sufficient measures to insure that there 
should be no undue expansion of central bank credit. In 
their own sphere, these measures have generally been very 
effective. As I have already mentioned, the money supply 
has increased by only about 1 per cent per annum in a 
number of countries, including both the United Kingdom 
and the United States. But in such a situation, pools of 
previously stagnant money may be set in motion; and, 
as more or less dormant deposits become activated, the 
velocity of circulation will be increased, and in that way 
also the effective money supply. There is, however, a 
limit beyond which the velocity of circulation cannot 
increase in countries where confidence in the currency 
has been maintained. Also, in some countries, recent 
increases in the cost of living may be regarded in part 
as a belated adjustment to earlier inflation in that the 
cost of living indices have shown a smaller increase than 
wholesale prices, when compared with prewar conditions. 
It is also of considerable interest that, for some time, 
commodity prices have been falling on the world mar- 
kets and that the quotations on stock exchanges have been 
characterized by pronounced weakness. The question 
has been raised of how it is possible for the tendencies 
revealed in the falling prices of wool, copper,.lead, and 
zinc, and the weakness on the stock exchanges, to be 
reconciled with the idea of a persistent inflationary boom. 
Clearly the present situation is not all of one pattern; it 
is a spotty one; there are, indeed, some signs that infla- 
tion may no longer be dominating the whole economic 
trend. We seem to be in a position which, according to 
past experiences, is likely to occur when an investment 
boom has gone on for a certain number of years. Then 
the increased supplies resulting from past investment 
begin to reach the markets, acting as a strong counter- 
weight to the remaining inflationary pressure. But there 
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are, at the same time, large amounts of investments 
already launched, and not yet completed, which will need 
further financing—often on a considerable scale. 

The demand for funds, including the demand for bank 
credit, will therefore persist, and there is also the danger 
that the expectations of industrialists, merchants, and 
workers, nourished by many years of a prosperous boom, 
will remain too optimistic. In these circumstances, the 
timing of the measures to be taken in the different coun- 
tries may not always be the same. In one country, it may 
be necessary to continue a restrictive credit policy until 
the expectations of continued inflation have been elim- 
inated. In other countries, the time may already be ripe 
for some relaxation of restrictive measures. Not a little 
will depend upon the attitude of labor, for, in such an 
uncertain situation, it is particularly necessary to guard 
against further sharp increases in costs, lest any subse- 
quent adjustments be unduly painful. 

For my own part, I cannot help thinking that the 
complaints which one hears on all sides against the 
application of restrictive credit policies are in themselves 
evidence of the fact that these policies are really effective, 
even in conditions of today. They have, of course, to 
extend to the long-term field, and they must bring about 
a real limitation in the availability of credit, which will 
not be to everybody’s liking. But if sufficient determina- 
tion is shown, and complementary measures are taken in 
the fiscal field, there is every reason to believe that the 
credit policies now adopted in a widening circle of coun- 
tries will prove successful. May I add just one word to 
stress that, when the tide turns, there must be sufficient 
flexibility in the minds of those who determine monetary 
policy for money rates to be eased and the other restric- 
tive measures to be relaxed at an early date in order to 
avoid any unnecessary strain. 

In connection also with the second question, relating 
to the great nervousness recently felt in the foreign 
exchange markets, especially in Europe, I should like to 
refer to some past experiences. When we cast our minds 
back to the years of the gold standard, before 1914, we 
are often inclined to forget that there were then, from 
time to time, moments of crisis when an individual cur- 
rency was exposed to great pressure, as sterling was 
during the Baring crisis in the 1890's. But that crisis, 
and others of the same nature, were overcome by the 
application of vigorous monetary measures, particularly 
sharp increases in interest rates, and by the manifest 
readiness to meet the demands madé on the exposed cur- 
rency. Once such a crisis was successfully overcome, 
confidence in the currency could be expected to increase, 
since it had shown that it could stand the test of the 
pressures made upon it. In the same way today, if we 
can ride out the storm that has recently been raging, we 
shall have laid the ghost of monetary troubles so frequent- 
ly connected with the month of September, and we shall 
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thus have helped to base the currency structure of the 
world on more secure foundations. 

Before 1914, it could generally be taken for granted 
that on a trading basis the individual currencies were 
fairly well in line with each other. But after such an 
upheaval as World War II, it necessarily takes some time 
before stable relations are re-established. Twelve years, 
however, have passed since the war was over, and I 
believe that recent movements have been largely in the 
direction of a more balanced position. So far as com- 
parisons of wage costs are concerned, if account is taken 
not only of the money wages received by the workers, but 
also of the additional social contributions paid in by the 
employers, it seems that the remaining differences are 
fairly well in line with what can be regarded as a tolerable 
state of affairs between the various economies. Also in 
the field of money supply, much progress has been made 
toward a better balance. Let me quote only two figures: 
since 1949, the money supply has risen in Great Britain 
by 10 to 12 per cent, and in West Germany by 130 per 
cent. The British had no doubt too high a money supply 
in 1949, but the way in which they have since held it 
down, largely by the difficult task of almost totally limit- 
ing any increases in bank advances, has revealed their 
determination to maintain the value of their currency. 
On the basis of present indications, including the realiza- 
tion of a surplus in the current account of the balance 
of payments, sterling is certainly not overvalued at its 
present parity. When exchange rates are on a realistic 
basis, there is great wisdom in strongly defending the 
existing rate structure. Such defense may require very 
stiff measures for a time, but that is better than to take 
the easy way out and fall into habits of currency devalua- 
tion which it may be exceedingly difficult to break. 

In determining the actual credit policy to be pursued 
in a country, account must generally be taken not only of 
the need to react to the different phases of the business 
cycle, but also of changes in the balance of payments 
relations to other countries. In a boom, for instance, 
there will generally be a stiffening of credit policies in 
all countries, but some countries will be adding to their 
exchange reserves while other countries will be losing 
foreign exchange. Those that lose exchange will, as a 
rule, have to stiffen their interest rates and apply other 
forms of credit restraint more vigorously than those 
that are able to add to their reserves. It will generally be 
a delicate matter to decide how much consideration should 
be given to each of these factors. But under the reign 
of the gold standard, it was because account was taken 
of both factors—fluctuations in the business cycle and 
relative changes in reserves—that balance in the world’s 
monetary structure was maintained for such a long 
period. 

Last week we had a spectacular illustration in Europe 
of the attention fortunately still given to the changes 


resulting from a flow of funds in the determination of 
credit policy. As you know, Germany has been adding 
to its monetary reserves while sterling has been under 
pressure. Last Wednesday the central bank of West 
Germany reduced its discount rate from 41 per cent to 
4 per cent, and the Bank of England on the following day 
increased the bank rate from 5 per cent to 7 per cent. As 
far as sterling is concerned, it is well to remember that 
the present speculation mostly takes the form of mer- 
chants either delaying or speeding up their payments, 
and in both cases they will usually need to rely heavily 
on bank credit. When the cost of such credit is suddenly 
increased by as much as 2 per cent, which is what will 
happen in many cases as a result of the rise in the bank 
rate in London, there is every reason for those who 
utilize the credits to reconsider whether the cost of shift- 
ing the date of payments has not become too great now 
that the British Government has so clearly shown its 
determination not to alter the exchange rate. This deter- 
mination has been shown not only by indicating its agree- 
ment to the increase in the bank rate, but also by a series 
of measures including cuts in the volume of public 
investment. 

West Germany, on the other hand, has become an 
increasingly strong creditor with large additions to its 
reserves, not only as a result of a balance of payments 
surplus on current account, but also because of move- 
ments of funds owing to the widespread expectations of a 
revaluation of the deutsche mark. The authorities in 
West Germany have made it clear that they have no inten- 
tion of altering the value of the mark; they have, more- 
over, in recent months taken measures of different kinds 
designed to reduce their balance of payments surplus, 
including the lowering of the bank rate last week, a step 
which has not only reinforced their announced determi- 
nation not to revalue the mark, but will also serve as a 
stimulus to internal activities. The persistent growth in 
Germany’s creditor position has come rather as a surprise 
to Germany itself; and in some respects, as in the ques- 
tion of capital exports, neither the German authorities 
nor private interests in Germany have as yet been able 
to provide for the further measures which are likely to 
be needed. They are surely most anxious that, as far as 
it depends upon them, their strong creditor position should 
not expose the monetary structure in Europe to any undue 
strain. The growing knowledge that there will be no 
alteration in the value of either the deutsche mark or 
sterling should in itself have a calming effect on the 
movement of funds. 

My experience recently has been that, in many parts 
of the world, there are what I regard as misconceptions 
about the economic strength of Europe. I have met with 
what I consider an unduly pessimistic view. The figures 
which I have quoted here show that the rate of fixed 
capital formation is higher in Western Europe than in 
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the United States. During recent years, an improvement 
has been evident in the economic life of France, Italy, 
West Germany, the Benelux countries, Austria, and 
Greece, as well as Great Britain and Scandinavia. There 
is every reason to expect that the improvement will con- 
tinue. Agricultural production has benefited greatly from 
modern techniques, and the output of foodstuffs in several 
of these countries is now some 50 per cent higher than it 
was before the last war. Furthermore, the increasing 
supplies of new commodities and substitutes, such as 
aluminum, synthetic rubber, and artificial textile fibers, 
have tended to reduce the prices of a number of materials 
that Europe has to import, and thus to improve Europe’s 
terms of trade. It seems also to be a fact that several 
modern inventions (and not only in the fields of elec- 
tronics and atomic energy) can more effectively be 
exploited in already industrialized countries. In spite of 
the folly of two terrible wars, Europe has been able to 
stage a remarkable “comeback” with a development that 
is as yet far from finished. 


I wish I could add that the factors which have helped 
Europe to recover its position have also benefited other 
parts of the world, but I am afraid that in some respects 
this has not been the case. The lower prices that many 
products will fetch, when a number of new commodities 
and substitutes are provided, will naturally not be wel- 
comed by the primary producers; and the fact that the 
use of modern inventions will lead to extensive invest- 
ment in the already industrialized countries will probably 
mean there will be less incentive for European and Amer- 
ican savings to move to underdeveloped countries, except 
when oil deposits and other rich natural resources pro- 
vide a special incentive. 


Mr. Cuaderno, in his address yesterday, referred to 
some of the difficulties of these countries. When it comes 
to indicating the policies they should follow, I cannot 
make myself believe that there can be any great merit in 
adopting commodity schemes involving an artificial price 
fixing, nor that these countries will be able to mobilize 
any additional real resources by a credit expansion which 
leads to inflation. Whatever advantages some countries 
may have gained for a time from a policy of credit 
expansion, they have generally found—when people have 
awakened to the fact that their money was constantly 
losing in value—that there has been a reduction in genu- 
ine savings, soon followed by a decline in the rate of 
growth of the national product. Having said this, I feel 
a little embarrassed. It is often only too easy to indicate 
what should not be done. With regard to positive meas- 
ures, I feel that we have to attach our hopes to 
expanded world markets and a more coordinated rela- 


tionship between the policies of the countries wanting 
fresh capital and those in a position to provide it. The 
former countries must so arrange their policies that they 
will continue to be regarded as creditworthy, especially 
since grants and loans from official sources can never be 
large enough to provide all the foreign capital required 
and, therefore, private funds must also be attracted. And 
the countries which can provide the capital will equally 
have to see to it, as some already do, that in their official 
arrangements and private market practices care is taken 
to reserve certain amounts for foreign financing in under- 
developed countries. It may be that a useful solution 
could be found in an association of several lending insti- 
tutions and, sometimes, also private industrial firms, 
working together with the borrowing country to establish 
conditions in which inflation is arrested, fair treatment 
is given to foreign capital, and thus fresh funds, both 
official and private, are attracted to the country con- 
cerned. Many able persons are now devoting themselves 
to an examination of these problems. While it would be 
unfair to say that a great deal has not already been done, 
there is hope that with goodwill on all sides more sig- 
nificant results will be achieved in the future. 

It is a disturbed year that we have behind us, not only 
in monetary affairs but also in the political field. It is 
reminiscent of 1848, when sudden outbursts of unrest, 
seemingly unconnected with one another, appeared in 
different parts of the world. In periods of this sort, such 
stabilizing influences as can be provided are needed more 
than ever. It is our hope that some of the assistance 
granted by the Fund has acted as a stabilizing factor in 
the past year. We also hope that the present meeting 
here in Washington will help to dispel the doubts and 
uncertainties which still trouble us in the field of foreign 
exchange, and that it thus will exert a decisively stabiliz- 
ing influence. 
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